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Tuesday, January 10, 2006

‑‑‑ On commencing at 9:33 a.m.


MR. KAISER:  Please be seated.  I've got lights.  Are we on the air?  I can't tell.


MS. LEA:  No.


MR. MILLAR:  No.

‑‑‑ OFF THE RECORD DISCUSSION


MR. KAISER:  Well, let's start and we'll get a speaker at some point.


The Board is sitting today to discuss certain generic issues... Can you hear me?  No?


MR. SHEPHERD:  It's hard.  Mr. Chairman, the microphones went off during that...


MR. KAISER:  All right.  Well, we'll just wait a second, if we can, and see if we can get some help.

‑‑‑ OFF THE RECORD DISCUSSION


MR. KAISER:  This proceeding today relates to rate applications that have been filed by a number of Ontario electric distribution companies pursuant to section 78 of the Ontario Energy Board Act.


The Board issued a Procedural Order on November 2nd setting out the procedure for dealing with those applications and indicated that certain applications that were based on a historical ‑‑ were filed on a historical test year rate basis would be dealt with by way of written submissions, and certain other proceedings, of which there were three, would be dealt with orally, but they have been filed on the basis of a prospective 2006 test year.


The Board also indicated in that order that it would identify common or generic issues that related to all of those applications and proceed by way of oral hearing, with respect to those issues.


The Board then commenced a process to determine those generic issues, and on November 17th issued an order laying out what it considered to be the generic issues, of which there were essentially four, the first being smart meters - and this is in Appendix A to the order of November 17th - the second being deferral counts, relating to regulatory costs and also losses attributable to unforecasted distribution generation.  The third issue was generalized standby rates for load displacement generation, and the fourth issue related to certain other deferral accounts, namely: rate mitigation, revenue shortfalls, low‑voltage charge variances and material bad debt.


With respect to those generic issues, written submissions have been received by ten parties and Board counsel, and I understand that a further submission was received last night from, I believe it's Pollution Probe.  And we're sitting today to hear oral submissions with respect to those matters.


Could I have the appearances, please?


APPEARANCES:

MR. MILLAR:  Michael Millar for Board Staff, Mr. Chair.  With me are Mr. Harmer, Mr. Mather, Mr. Benum, and Mr. Ritchie.


MR. KAISER:  Thank you, Mr. Millar.


MR. ADAMS:  Tom Adams on behalf of Energy Probe.


MR. KAISER:  Mr. Adams.


MR. SHEPHERD:  Jay Shepherd on behalf of the School Energy Coalition.  With me is Darryl Seal, who will actually be remaining in this hearing while I go over to Hydro One.


MR. KAISER:  Thank you, Mr. Shepherd.


MS. THORNTON:  Alison Thornton on behalf of the GTAA and with me Mr. Ralph Luciani of Charles Rivers Associates International, and Mr. Luciani is with me today as he prepared an affidavit and is probably the best person to answer any questions relating to the analysis that underlies the GTAA's submissions.


MR. KAISER:  Thank you.  Mr. Brett?


MR. BRETT:  Thank you, Mr. Chairman.  My name is Tom Brett.  I'm here representing the Association of Power Producers of Ontario.


MR. KAISER:  Mr. Rodger?


MR. RODGER:  Good morning, Mr. Chairman.  Mark Rodger, counsel to Toronto Hydro‑Electric System Limited.  Joining me shortly will be Mr. Rick Zebrowski, who is vice president of regulatory services at Toronto Hydro.


MR. KAISER:  Thank you.


MS. NEWLAND:  Good morning, Mr. Kaiser.  My name is Helen Newland.  I'm here today representing PowerStream and Hydro Ottawa.


MR. KAISER:  Thank you.


MR. ENGELBERG:  Good morning, I'm Michael Engelberg representing Hydro One Networks Inc.


MR. KAISER:  Thank you, Mr. Engelberg.


MR. MORAN:  Good morning, Mr. Chair.  Pat Moran for the Electricity Distributors Association and Enersource.


MR. KAISER:  And Enersource, as well?  


MR. MORAN:  Yes.


MR. KAISER:  Thank you.

‑‑‑ OFF THE RECORD DISCUSSION


MR. KAISER:  Anyone else?  Mr. Millar, how do you want to proceed?


PROCEDURAL MATTERS:  


MR. MILLAR:  Well, Mr. Chair, maybe we should seek some input from the parties.  It was our intention that ‑‑ I think essentially here most of the parties probably plan to provide a general overview of their submissions, which have already been pre‑filed.  We may wish to give some indication of the timing that is required.  I know, from the GTAA's perspective, I believe that their witness can only be available today; is that correct?


MS. THORNTON:  That is correct.


MR. MILLAR:  So we would want to make sure that -- we may finish the whole thing today, but if it looks like we are going to go over, we may wish to ensure that we deal with that issue towards the beginning.  


But I can tell, from our perspective, that we just plan to provide a very brief overview of our submissions, probably not more than five or ten minutes at the outside, and then open it up to the Panel's questions, such that they may have, and I imagine the other parties are in a similar position, but maybe we should seek their input to see how they plan to proceed.


MR. KAISER:  Well, I think a number of these parties are scuttling back and forth with this other hearing room, so I think we'll let them say their piece, and then they can move on to other proceedings.


We have their written submissions.  Has everyone here filed written submissions?  I assume that's the case.  Well, not Ms. Newland, I guess.


MS. NEWLAND:  Mr. Chairman, Hydro Ottawa and PowerStream are relying on the information already in their applications and in responses to interrogatories, so we did not understand that that -- I'll do my best.


Mr. Chairman, PowerStream and Hydro Ottawa did not file written submissions.  We are relying on the positions stated in our applications and in responses to interrogatories.


MR. KAISER:  But you'll be making oral submissions; is that correct?


MS. NEWLAND:  Yes, sir.  We take our guidance from you, of course, but we had understood from the Procedural Order that our submissions would be in the nature of reply to submissions from intervenors and Board Staff.


MR. KAISER:  All right.


MR. MORAN:  Mr. Chair, I'm acting for the EDA, who's an intervenor, and Enersource, who's an applicant.  And Enersource is here primarily because of the issue that's being pursued by the GTAA.  So I expect that I'll be in a position to make some submissions on behalf of the EDA at the front end, but I would also like to be in a position to make reply submissions on behalf of Enersource and I'm not sure what procedure you had in mind for that.


I had an opportunity to briefly discuss this with Mr. Millar ahead of time, and one thought was perhaps to allow for reply submissions, perhaps on Thursday, and then to get through everything else today that we can get through.


MR. KAISER:  Yeah.  We'll deal with that.  Of course, you're in a bit of a unique position.  In this business, you don't often get to act for both an applicant and intervenor at the same time.


MR. MORAN:  They are on the same side of the smart meter issue, which is why I --


MR. KAISER:  That's helpful.  Let's deal with submissions and then we'll deal with reply.


I’m assuming that, since all of you, with the exception of Ms. Newland, filed written submissions - which we have read with great care - that oral submissions will, as you said, Mr. Millar, be in the nature of a summary.  And we'll proceed on that basis.

     I think it might be helpful, though, to the parties, if you went first, just so that they have an idea where you're going, and they may, in fact, agree with some of your submissions.  And that will shorten things.  So if I can proceed on that basis, why don't you start off?  

SUBMISSIONS BY MR. MILLAR:

     MR. MILLAR:  Thank you, Mr. Chair.  Again, as I say, Board Counsel filed their submissions along with the other parties.  They were posted on the web yesterday.  So I assume that everyone has a copy.  They're about 25 pages long, I think.

      So, rather than bore everyone by reading through our submissions, I plan to provide only a very high-level overview on all of the topics, and then open the matter to questions by the Panel, if they have any.

      And I would just like to also stress that, in this instance, Board Counsel are not taking firm positions on any single issue, but we are trying to highlight what the options are for the Panel.

      The first issue relates to smart meters, and I don't necessarily intend to go through 1.1, 1.2, 1.3, 1.4, 1.5.  If the Panel has any specific questions on how we come down on any of those issues, I'm happy to answer them.

      But by way of background for smart meters, I'd like to note that the applications from the LDCs were made before the introduction of Bill 21.  And Bill 21, of course, is the Smart Meters Bill.  Bill 21 is still not law, and could potentially go -- undergo significant changes.  We appreciate that the LDCs may need money to implement the requirements of Bill 21 when it is enacted, but, of course, we are still in a position where we don’t know exactly what it’s going to say, or what it will require.

      So I think the overarching issue for smart meters is this:  should the Board allow the LDCs to start collecting money to fund smart meters of now, or should such expenditures be recorded by way of a deferral account.  That would be sort of a -- more of a wait-and-see approach, to see exactly what Bill 21 requires and then money would be -- would simply be recorded by way of a deferral account.  I guess a third option is not to make any provisions whatsoever for smart meters, but I don't think that that is a prudent course.

      So the first option, as Board Staff see it, is to allow the LDCs to recover at least a portion of the money that would be required for smart meters through the revenue requirement.  And the effect of this would be a uniform per-customer charge on all customers that are expected to receive a smart meter pursuant to Bill 21.

      And I believe we set that out in our submissions.  I think it's all residential customers.  I think it's GS under 50 with the exceptions of unmetered, scattered load and street-lighting customers, and general service greater than 50-kilowatts but less than a thousand, at least, that's what we're anticipating.

      Now, the great advantage, obviously, to this option, is that it would give LDCs at least some seed money, some money to start things up and to cover the immediate costs of smart-meter installation.  If this approach were to be adopted, we would suggest that a variant account would have to be established to track the difference between the amount actually collected and the amount actually spent for smart meters.  

     And if the Board does adopt this approach -- I think you'll find in our submissions that we suggest they would probably have to be applied across the board, immediately.  And by that we mean it would have to be levied against all customers who will receive a smart meter, whether or not they've already got the smart meter -- or not.  And I think, for one reason -- I'm not sure that the billing systems of many of the LDCs can accommodate a customer charge in another fashion.  And another possible reason to support that conclusion is that there may be benefits of smart meters even to the customers who have not yet received them.  And that's on the assumption that the people who do have smart meters use the information to alter their load, and that should have a benefit on all users of the system.

     Now, the second option -- again, I'm obviously skirting over much of this -- but a second option is to allow the LDCs to record their smart-meter spending through a deferral account.  One advantage to this, I suppose, is that there's no immediate rate impact for ratepayers.  We do have some concerns with this approach, however, Mr. Chair.

     The first is that a deferral account will not actually provide LDCs with any money.  Smart meters are likely to be a significant expense, and a deferral account, while it allows LDCs to track money, doesn't actually give them any money to spend on that.  So they would have to come up with the money from some other mechanism, perhaps by borrowing, or -- we're not sure, exactly.

     Another potential disadvantage is that amounts collected in this deferral account, plus interest, would likely have to be borne by ratepayers sooner or later, in any event.  So we're not actually saving ratepayers any money.  We're simply deferring expenses to another year.  And, plus, there would also be carrying costs, that would likely have to be borne by ratepayers, as well.

     And a third possible concern is that there may be a danger that some LDCs, particularly some of the smaller LDCs, may look to fund their smart-meter initiatives by foregoing other important investments or expenses in their systems -- a sort of “robbing Peter to pay Paul” concern.  We don't want to see LDCs foregoing other important investments because they have to use that cash for smart meters.  That ties in, obviously, with the fact that a deferral account doesn't actually give them any money.

     Now, a question that arises out of this is that, if the Board is inclined to make an amount included in revenue requirement for customer -- per-customer charge for smart meters, some thought has to be given as to what number we'll choose.  And I would point the Board to a few documents.  One is, the Board has already prepared a report on smart meters, and in that report it was suggested that the per-customer charge might be something in the range of $3 to $4.  And we are suggesting that that amount would be a ceiling on a per-customer charge.  You may wish to look at something lower than that, but we would certainly not suggest that the per-customer charge be higher than $3 to $4.

     And Mr. Chair, there's one final point I wanted to make on smart meters.  And this, actually, isn't in our written submissions.  I’d like -- I don’t think it will be controversial to anyone.  It's something that actually didn't occur to me until I was chatting with someone else at the Board last evening.  So I invite other parties to make submissions on this, but again, I don't think it's controversial.  And I'll try to explain it as clearly as I can.

     Currently LDCs are allowed to seek money for smart meters by way of a tier-1 adjustment.  And as you're probably aware, if -- the Rate Handbook states that, if you make a tier-1 adjustment, you have to make them all.  You can't pick and choose your tier-1 adjustments.  So a possible concern is that, if the Board applies an across-the-board rate for all these smart meters, it might be viewed as a tier-1 adjustment.  And the danger, therefore, would be that we've imposed a tier-1 adjustment on all LDCs, so therefore they would have to apply for the rest of the tier-1 adjustments, as well.  And that's not an outcome that the Board is supporting.

     So I would suggest, if the Board does choose to add to the revenue requirement by way of a customer -- per-customer charge, that they state in their decision that this will not count as a tier-1 adjustment, and therefore, all LDCs won't have to apply for all the rest of the tier-1 adjustments.

     Is that clear, Mr. Chair?

     MR. KAISER:  Yes, I think we understand.

     MR. MILLAR:  Okay.   So that’s a brief overview of our submissions on smart meters.  Would you like to -- I’m not sure if you have any questions, if you’d like to ask them now, or if you’d like to wait, have us plow through the rest and ask everything at the end -- 

     MR. KAISER:  Why don't you finish.  We'll deal with everything at the end.

     MR. MILLAR:  Okay.  Thank you, Mr. Chairman.

     The second issue on the generic issues is deferral accounts.  And what I propose to do is -- you'll notice that issue 4 also deals with deferral accounts.  And I think for the most part -- there's a fair amount of overlap between most of those -- the issues in issue 2 and issue 4.  So I'm dealing with them all, altogether.  There's one exception, and that's issue 4.1.2.  That's the low-voltage charges issue.  And I think there are some unique things about that particular item.  So I'm going to deal with that separately.  But the rest of the deferral items I'll deal with together.

     I think the first thing that the Board should look at when considering deferral accounts is the four criteria that have been set out for the creation of deferral accounts in the Rate Handbook.  We've included that as -- I believe it's Appendix B of our submissions.  And I'll list them without actually providing much description, because I know the Board is familiar with them.  The four criteria are:  causation, materiality, inability of management to control, and prudence.

     So I think, just as a starting point, those are the four factors that should be considered with the creation of any deferral account, whether it be generic or otherwise.

     So, I guess, the way I propose to go about this is -- I don't necessarily want to look at each individual account.  We want to give the Board -- although there is a little bit of that in our submission, itself, but for the purpose of my oral submission, we'll go over, in a general sense, our feelings on deferral accounts and when they should be created, and perhaps when they shouldn't.


I guess one of the advantages to the creation of generic deferral accounts is that it provides some measure of certainty to the LDCs that they wouldn't otherwise have.  But I'd also like to note some general concerns about the creation of new generic deferral accounts.


The first is that it imposes a greater regulatory burden on the LDCs and the Board.  Again, I'm just touching on these at the highest of levels.  There is a concern with some of these issues that perhaps they are not common to a large number of distributors, and therefore it's not really appropriate to have generic accounts imposed on everyone.


There is a concern that deferral accounts -- I think Schools will probably touch on this, as well, if I've read their submissions correctly, but there's a concern that deferral accounts shouldn't be used as a substitute for proper management of LDC expenses and whatnot.  And there's also the fact that if there are extraordinary circumstances for a particular LDC that require the creation of a deferral account, then any individual LDC is, of course, free to apply for such an account, and these requests can be dealt with on a case‑by‑case basis.


So if the Board were to deny the creation of these deferral accounts, that wouldn't necessarily mean that an LDC could not get any relief.  It would, in fact, be done on a case‑by‑case basis instead.


There's one other point I wanted to make on the subject of deferral accounts, and that relates to, I think it's 2. --unforecasted distributed generation.  That's 2.2 and 2.2.1.


I'd just like to point out that it's possible, certainly, that this issue will tie into the next issue I'm going to deal with, which is standby rates.  And I think that if the Board does decide to set a generic methodology for standby rates, and that's the next topic I'll address, then it seems to me -- and other parties may have a different view, but it seems to me that there's probably no need to establish a deferral account for this.  It would probably be covered by this generic methodology for a standby rate.


However, if a standby rate -- a generic standby methodology, if a standby rate is not set by the Board, obviously they would have to consider this generic deferral account.


And I don't propose to go any further into the individual requests for deferral accounts.  There is a little bit of it in our written submissions, but I know you've already read that.


The third issue is standby rates for low‑displacement generation.  Just by way of overview, I think the issue is clear here, and that is that the LDCs want to make sure that they are fairly compensated by customers who have load displacement facilities.  It's not always ‑‑ or not necessarily cheaper for an LDC to provide service to a customer that has load displacement facilities.  LDCs are required, for the most part, to have that capacity available for those load displacement customers whether they're using it or not.


So what the Board Staff wishes to avoid is other customers subsidizing the actual costs of a load displacement customer, so we want to see that the charges apply to load displacement customers fairly match their actual cost of the system.


The first option the Board may consider is that no generic standby rate be established and it be dealt with on a case‑by‑case basis for 2006.  In fact, some LDCs already have standby rates.  Some are applying for them.  And the Board may wish to simply deal with them as they come in and not look at it from a generic of view.


The second option is to set a rates methodology for all LDCs for standby rates.  And I note, of course, that this does not mean a standard charge, but, rather, a standard methodology for coming up with the charge.


If the Board decides to set a standard methodology, I guess there are a couple of ways that they could go about it.  First, the rate handbook provides for a monthly administrative charge, so we don't propose to deal with that further here; it's already in the rate handbook.  But the trickier question, I guess, is how to deal with the monthly volumetric charge.  There are a couple of possible options for this.  The first is that the charge could be based on the nameplate rating of the generator.  The nameplate rating, of course, is the amount of power that the generator is supposedly able to produce.


In that instance, the volumetric charge would assume that the usage of the facility, the draw from the system, is equal to the nameplate rating of the generator, because in theory, at least, that's what the LDC is required to provide to that customer if the generator goes down for whatever reason, whether it be scheduled maintenance or a technical problem or something of that nature.  So the LDC is required to have that much capacity available for that customer.


A second option would be that the LDC and the customer agree to an amount that would be presumably slightly lower than the nameplate rating, and this would be designed to account for the situation where the nameplate rating on a generator isn't accurate.  I understand that sometimes the nameplate rating is a little bit higher than what the generator can actually produce.  So if the LDC and the customer were able to come to an agreement as to what is actually the amounts that the generator can produce, then certainly I think it would be wise for the Board to consider allowing them to do that, rather than simply looking at the nameplate rating without considering what the actual generation is.


And, again, Mr. Chair, we're being very brief here, but that's an overview of our submissions on standby rates.


The final thing I wanted to look at is under option 4.  And you'll recall, as I said, we've taken out low‑voltage charges when we've discussed deferral accounts.  That's because we believe that that's a little bit different.  So I just want to flesh that out very quickly.


Of course, for low‑voltage charges, there is an issue for host distributors and embedded distributors.  We're not going to deal with host distributors.  I think that's already dealt with in the rate handbook.  But for embedded distributors, there are two options for the recovery of low‑voltage charges.


And the options are:  Should the recovery of the charges be recorded in the distribution cost component of the income statement, or as a supply cost component?  And if it's as a distribution component, a new variance account would need to be created for the embedded distributors to track that.


Now, if it's characterized as a supply component, I think it would flow naturally into the existing RSVA account.  And I think there are probably arguments in favour of either position.  The Board Staff do not take a position regarding which is the better option, but the one thing that the Board Staff would counsel the Board to consider is that whatever option the Board choose, that we need to isolate the LV charge component from the current 2006 distribution rate.  So whether we create the new variance account or it goes into the RSVA, it should at least be separated so we know what that charge is.


And, again, Mr. Chair, obviously that's a very brief overview of the 25‑page submissions we have, but I am happy to answer any questions you may have, whether it be on the document or on my submissions that you've heard right now.


MR. KAISER:  Thank you, Mr. Millar.  Mr. Adams, would you mind coming up to the first row?  The court reporter is having a bit of a -- I don't know why everyone's hiding back in the second row.


SUBMISSIONS BY MR. ADAMS:

MR. ADAMS:  Thank you, Mr. Chairman.


We were a little negligent in our filing last night.  We were late.  We have 20 copies at the back of the room, and I have additional printed copies that I can provide to the Board.


The submissions that we have presented in our written material and now I'll concentrate here address only the matters of smart metering and standby charges.  The approach that we took with the smart metering recommendations was, like many of the submissions that I've had the opportunity to read - which are not all of them - but to highlight the level of uncertainty that prevails in the institutional environment, and to make recommendations in light of those circumstances.


We come out on the conclusions somewhat differently than many of the other parties that we've reviewed.  But I would say that on some of the main questions - like, for example, we've supported the use of a deferral account for tracking these costs - we recognize that this is a judgment call that's pretty close to a 51/49 kind of split.  We recommend the deferral account treatment for its advantages of flexibility.  We believe that the undesirable features of a deferral account -- we have identified a couple of them that concern us.  One is the retroactive nature of the rate-making approach that flows out of it.  Our response to that concern is that meters and meter-support technology ought to be very long-lived assets.  So, if there is a deferral of recovery for one year, the change in rate recovery in subsequent years, given the long depreciation period that we hope will be applicable to these types of assets, causes a very small deviation in revenue requirement.  So the kinds of inter-generational transfers -- or, transfers across time, which are, in principle, bad things, as a practical matter, are not a serious concern, in our view.

     Another concern with the deferral-account treatment approach that we address is the question of retroactive prudence review, another issue that we are sensitive to and concerned about.  It's disadvantageous for the LDCs that are making the investment, and it also puts the Board, we think, in an uncomfortable position, and intervenors.

     But one of the issues we identified there is that, in the current institutional circumstances, there is profound uncertainty as to what the provincial government's policies are, and the direction that they will be going on key questions:  the technology, the meter-data communication, the whole question of whether some kind of central data repository will be required or implemented, or whether the LDCs will be doing the preparation of billing-ready data in their own shops.

      In light of that uncertainty, there's a danger that LDCs will go off with their metering programs in a way that will be incompatible with what's finally established.

     And what we found -- what we’ve recommended here is that, in the event that, upon review of the LDC's costs - particularly if the Board goes down the track of a deferral-account approach - and if it's determined after the fact that the assets that -- and spending was not used and useful - not by virtue of mistakes that can be identified with the decision-making of the LDC, but arose because of external factors and policy environment that are the responsibility of the provincial government - then the Board remain open to and explore the potential for ensuring that those costs are not recovered from utility shareholders, but recovered from the province, directly.

     So, just to conclude our remarks with regard to smart meters, we believe that the Board should not support inclusion of capital and operating costs in the 2006 revenue requirement.  Instead, we recommend the deferral-account approach.

     With regard to standby charges, we are largely supportive of the line of thinking that has been presented by Board Staff.  I will only add, really, one remark here -- two remarks.

     One is that the issue of allocation of costs associated with wires charges for load-displacement generation is an example of one of the types of regulatory issues where there is a small group of concentrated economic interests, typically, large customers that have the potential or the actual assets in place for load-displacement generation.  They have very powerful, concentrated economic interest in standby charges that are either low or non-existent standby charges -- just simply, volumetric charges.  On the other hand, the customer groups that cannot benefit directly from load-displacement generation are highly diluted, and their interests are very, very small, on a per-customer basis, by comparison.  So this is a classic case where regulation is an unavoidable necessity to protect the interests of consumers that are using the system but don't have load-displacement generation.

     Energy Probe proposes a principle that the Board ought to be guided by in its decision making with respect to load-displacement __ or, standby charges for load-displacement generation.  We go on to recommend that the Board pursue a standardized methodology.  But the principle that we believe ought to guide the decision making in this area is that all customers, regardless of whether they have standby generation or not, ought to bear their fair share of costs associated with access.  We think the question revolves around the costs associated with access.

     So, in conclusion, we recommend that the Board pursue a standardized methodology; that if utilities believe that they have unique circumstances, that they have the opportunity to come before the Board and apply for a variance from a standardized methodology; and the design basis, that the Board asked for comments on in its issues list, be focused on the question of fair recovery of costs for access.

     Those are our submissions, sir.

     MR. KAISER:  Thank you, Mr. Adams.  

     Mr. Adams, on this --  I'm trying to understand your point that, if the assets -- the smart meter assets ultimately prove not to be used and useful, not because of some error on the part of the LDC, but some lack of direction by the provincial government, the costs should be borne not by the ratepayers but by the province.  Did I capture your submissions correctly?

     MR. ADAMS:  Yes.  We would not want to see either ratepayers or shareholders stung with the costs that might arise from stranded assets, where the stranding is a policy stranding.

     MR. KAISER:  Two questions.  Does stranding or lack of stranding have anything to do with whether we establish a deferral account, or whether these costs are recovered from current rates? The problem exists in both cases, doesn't it?

     MR. ADAMS:  Yes, it does.  Yes, it does.  With the deferral account, it's squarely in front of you, because you're going to see assets come along, and then you'll know how the story played out, at the time that you're disposing of the assets.

     And another recommendation that we made in our submissions, here, was in response to concerns from the LDCs about, you know, their ability to recover costs in a timely fashion -- was that the Board -- we would encourage the Board, in its rulings in this case, to highlight the opportunity for disposition of the amounts for the 2007 rates, so that these things don't stick around for a long time.

      But, hopefully, soon, we will gain new information from the province as to what their rules are for this.  But right now we don't know.

     MR. KAISER:  So is it your position that there not be any spending, however it's booked, until the legislation comes down?

     MR. ADAMS:  I think it would be imprudent to spend now.

     MR. KAISER:  All right.  And what's the jurisdiction of the Board to order the Minister of Energy to write a cheque to an LDC?

     MR. ADAMS:  Sir, you have me at a disadvantage.  And I am only speaking in a policy sense.

     MR. KAISER:  All right.  I understand.  Mr. Shepherd has gone next door.  Did you want to proceed in his absence?

     MR. SEAL:  Yes, Mr. Chair.  Do you want me to move to the front?

     MR. KAISER:  Yes, please, if you would.

SUBMISSIONS BY MR. SEAL:

     MR. SEAL:  Thank you, Mr. Chair.  

     The Schools Energy Coalition filed its comments on the generic issues on the weekend, and they were emailed out to all LDCs and the Board.  And, therefore, I don't intend to repeat the submissions that we have written.  However, what I would like to do is reiterate two of the main philosophies that we're driving behind our submissions.

      On the first issue -- is deferral accounts.  And in deferral accounts, Schools has generally commented on all of the deferral accounts to be included in the generic issues list, both section 2 and section 4.  And Schools' general philosophy with respect to deferral accounts is that they should be used very sparingly and should not be used as a panacea for risk mitigation for utilities.


Schools believes that utility management has a responsibility to manage their business properly, and that includes assessing and mitigating risks without having to resort to the Board through deferral accounts to manage that risk for them.


In Schools' view, deferral accounts are most appropriate for costs which are truly outside of management control.  Schools also believes that when deferral accounts are used, as I said, they should be used sparingly and they should not be used indefinitely but should have limited lifetimes.


Of all the deferral accounts that are currently before the Board in this generic hearing, Schools believes that only the low‑voltage charge variance account truly meets the requirements for a deferral account in 2006 on a generic basis.


Schools does accept, on the issue of rate mitigation, that there may also be a case for a deferral account once other options are explored.  And that's detailed more in our submissions.


But we do note that of all the utilities reviewed in this case, only one has, perhaps, a significant amount at stake with respect to risk mitigation.


The second main philosophy or principle of Schools is that rates should not be set without proper and complete evidence.  The Board is required to set just and reasonable rates based on the evidence before it, and without complete and proper evidence we don't believe that rates can be set properly.


In our view, with respect to the generic case before us right now, this has implications for the determination of standby rates most explicitly.  And Schools is very concerned that rates set without proper evidence on standby issues, which would include information like cost allocation issues, is not correct.


We do understand, however, that there are a number of utilities that are seeking standby rates for new customers, and our belief is that the EDR handbook, which was debated extensively last year, included sections that would allow for new standby rates.  It also included a section that stated the standby rates for existing customers can stay as they are.  So Schools supports that.


So that's Schools overview of our positions.  Now, what I would like to comment on is a few of the other submissions that were made.


Schools have reviewed the submissions it received as of yesterday.  Generally, I think none of them came as a big surprise to us.  We saw that the utilities refiled the positions that they had generally filed in their applications.


What did come as a little bit of a surprise to us was Board Staff's submission.


Now, Staff has indicated in their submission paper - and Mr. Millar mentioned it again this morning, and I'll just quote from their paper - that their submissions are: 

"To ensure that a reasonable set of options or alternatives for each issue are placed before the Board and to provide some of the pros and cons of these options to assist the Board in its deliberations and decisions." 


In Schools' view, the submissions go beyond that, and Staff clearly takes a position on some of the issues, so I'd just like to address some of those.


On the issues of regulatory costs and distributed generation/lost revenues, in our view Staff's paper seems heavily biased toward one of the options.  Their bias appears to us to be towards allowing for blanket deferral accounts for both these deferral accounts, and we note that the option to complete ‑‑ that the options on the table with respect to not allowing a deferral account really gets one paragraph as opposed to about ten for the option for allowing blanket deferral accounts.


Perhaps Staff felt that the option of not allowing deferral accounts was properly covered by other intervenors - I don't know - but in our view, it seems clearly biased toward the one.


Similarly, for options related to the deferral accounts for risk mitigation and for bad debts, Staff's submissions point back to their submissions on the regulatory cost and lost revenues, which I can only assume means that they're biased towards allowing the deferral accounts on these issues, as well.


On the issue of standby rates, there we do think that Staff's submissions actually have added to the record and provided some additional clarity around some of this, but we do believe, again, that there seems to be a bias in Staff's submission.


With respect to the standard methodology that they have outlined, in fact, Schools probably agrees on this, and, in fact, notes that from the other submissions there does seem to be a general level of agreement that a standard methodology would be appropriate.


And, finally, with respect to smart meters, Staff definitely have put their own ideas forward on what the solution for smart meters should be, rather than all the options, in our opinion.


Staff would have the Board impose additional revenue requirements on all of the utilities to get them started with smart metering, whether they had requested it or not.  And Schools has been very supportive of smart meters and is generally supportive of smart meters.  And we certainly encourage utilities to begin their programs, but we get a little uncomfortable when we start forcing a utility to do something that they haven't already put plans together for and given some thought to.


We'd like to urge the utilities to develop their plans, as some of the utilities have done, and bring them forward to the Board in their proceedings.


MR. KAISER:  Before you ‑‑


MR. SEAL:  That said, if the Board should decide to increase the utilities' revenue requirement for all utilities, there are still some issues we believe that the Board would need to consider.  And some of them were brought up in Staff's paper.


One is, who will pay?  How do we allocate these costs that are being imposed on all utilities?


The issue of utilities which are already ahead of the curve on smart meters, those utilities have put forward together plans which may or may not go beyond what the Board would order as a blanket revenue requirement or blanket programs.


Then the other issue, which was brought up, I think, in VECC's submission, was:  How much extra pressure do we want to put on rates at this time, especially for those utilities which are already seeking increases that have significant proportional increases in distribution rates?


These are all issues which we believe need to be properly explored before just handing out money to all utilities in the province.  We recognize the importance of the program.  We certainly support the program, but we're very concerned that we're rushing -- in this case, we would be rushing into something blindly.


Those are Schools' submissions.


MR. KAISER:  Thank you, Mr. Seal.  Before you finish, Mr. Millar, Mr. Seal seems to think that your submissions were that ‑‑ your position was that it was mandatory or there's to be some sort of standard mandatory charge that all LDCs include in their applications for smart meters.  Was that your position?


MR. MILLAR:  Well, Mr. Chair, we did set out some options.  And Mr. Seal believes that perhaps we've come down stronger on one option or another.  I guess I can guide you to the submissions.  They say what they say.


But in terms of a uniform rate, I think our position is that if the Board is inclined to allow LDCs to recover an amount immediately to start covering the cost of smart meters, then it makes sense from our perspective that it be charged against all customers or all customers who will be receiving a smart meter, whether or not they've received a smart meter already.  And I think our big reason for that, or one of them, was that we're not sure that the LDCs have a billing system that is capable of allowing them to only charge the people who already have smart meters.  Does that answer your question, Mr. Chair?


MR. KAISER:  No, no.  That's a different question.  The question Mr. Seal was raising was he interpreted your submissions as ‑‑ he used the word "bias", which is probably not the right word, but let's call it a preference.


MR. MILLAR:  Sure.


MR. KAISER:  Your preferred solution was that there should be a standard charge incorporated in these '06 rates by all LDCs.  Is that your position?


MR. MILLAR:  As opposed to establishing a deferral account?


MR. KAISER:  Yes.


MR. MILLAR:  Well ‑‑


MR. KAISER:  He used the term "mandatory".  Now, even if a utility, as I interpreted his comments - and he'll correct me if I'm wrong, but I just want to get the difference between you clear on the record - that even if the utility didn't ‑ and correct me, Mr. Seal, if I didn't have this right - even if the utility didn't apply, the Board Staff position was that they should include a charge in '06 rates for smart metres as a cost item.  Do I have that right? 


MR. MILLAR:  I think if you're not going by way of a deferral account, and you are asking that a charge be -- a per‑customer charge, I think Board Staff's position would be that ‑‑ I wouldn't use the term mandatory, but if an LDC wanted to deviate from that, they would have to come to the Board with a good reason why.


MR. KAISER:  All right.  That's helpful.


And the other point, just to help Mr. Seal and to help us, you have laid out the options, to use your language, and Mr. Seal, quite understandably, was trying to read between the tea leaves and figure out what your position really is, and so are we.  And so give some thought to his comments as to what he is interpreting as your preferred solution, and let us know if that's correct, because I think it's helpful for these parties, in responding to you to know whether you have a preferred solution that you're suggesting.


MR. MILLAR:  I'm not sure whether we can make provisions in reply argument.


MR. KAISER:  Yeah, we'll deal with it in reply, but I'm sympathetic to his concern.  He's trying to read your submissions and figure out what he has to respond to, and so he's thinking, Well, I think they're really recommending this.  And so we want to know clearly if you are recommending or if you have a preferred solution or whatever language it is, just so they can properly respond.


MR. MILLAR:  Thank you, Mr. Chair.


MR. KAISER:  All right.  Next we have, I guess, Ms. Thornton for the Greater Toronto Airport Authority, and Mr. Luciani, if the two of you could come up to the front row?  
SUBMISSIONS BY MS. THORNTON:

     MS. THORNTON:   Thank you, Mr. Chairman.

      In the case of the Greater Toronto Airports Authority, you will have both the written submission that was filed and e-mailed to the parties yesterday, as well as -- I believe we're one of the few parties who did take advantage of the procedural orders as timelines for filing evidence.  And that was the affidavit of Mr. Luciani, and the attached report of Charles Rivers Associates International, which developed the approach that's taken by the GTAA, and provides a bit of an analytical support for what GTAA's position is.

     The GTAA is not interested in all of the generic issues.  And in particular, although we did provide in our written submissions, some brief remarks on issue 2.2.1 dealing with whether a deferral account is appropriate to record unforecasted load losses arising out of distributed generation, the GTAA's submissions and evidence are primarily directed at the issue 3.3 in the generic issues, which is, what should the design basis be for standby rates.

     The GTAA is unique among the parties who are participating in this generic issues proceeding, in that it is a customer of one local distribution company, Enersource Hydro Mississauga, and also, by virtue of its recently energized co-generation plant, is both a power supplier and an EHM customer.  And there's a description of the GTAA briefly in the submission, and in the Charles Rivers Associates CRA report.

      GTAA's interest, though, I would want to stress, is not the issue of a single entity, alone.  Both in the fact that, as a non-profit corporation or operating the airport, the rates and charges it pays for its distribution, short service and other charges are paid by the traveling public.  But also, it is a type of utility customer which was probably not contemplated at the time that the current distribution rates were designed and approved, but is the type of customer which is becoming more important, as Ontario moves away from relying solely on power generated at large, publicly-owned generation facilities and towards a diversified supply nexus.

     I noted in AAPrO's report yesterday - and we welcome their intervention - that they have highlighted, as have we, some of the statements that have been made by the energy ministry, the Ontario Power Authority and others, as to the importance of this new, emerging type of entity, which is connected to the distribution system not solely as a user, but also as a generator.

     The issue for the GTAA emerges from some of the submissions that have been filed by the local distribution companies.  In particular, the GTAA was responding to Enersource Hydro Mississauga's assertion that the standby rate provided for in the Board's Handbook was not sufficient, because it did not capture all of the necessary costs.  And the issue of what the necessary costs are, and what should be captured in the standby rate, and what methodology we get there, underlies the four principles that are put forward by the GTAA.

     The GTAA’s four basic principles - and they're outlined in the CRA report - are as follows: first, that standby rates and distribution rates for regular service should not be developed in isolation from each other; second, that standby rates should be set according to the same cost-of-service principles applicable to the customer class in which the load-displacing customer fits; third, that to completely allocate costs, rates should reflect not only the cost to the distributor, but also the benefit the load-displacement customer produces for the distributor and the distribution system; and, fourth, that distribution rates which are not based on cost-allocation principles should not be the starting point for standby rates.

     And I alluded to the fact that this was raised in Enersource Hydro Mississauga's pre-filed evidence.  We believe that there is actually some common ground in the GTAA submission and that of some of the utilities, in that the utilities are also observing that the stand-by rates and distribution rate should not be developed in isolation.

     From the perspective of the load-displacement customer, both the standby rates and the distribution rates will be factored into the decision as to whether to make this investment, and how to operate a generating facility.  And so the standby charge should not be something that's isolated from the distribution rates, but they should be harmonized and developed on the same principles.

     In the EHM's submission, they have stated that the incremental-cost approach in the Board Handbook is not sufficient because, if that approach is used, the load-displacement customer will not be bearing its share of -- its fair share of the other costs.  And they're proposing the gross-load parameter, which would basically have the customer pay the same rate, whether it was supplying its own power, whether it was drawing from the distribution system, or a combination thereof.

     The inherent assumption in this is that the cost of servicing the customer does not vary, whether they supply their own load, in whole or in part, or exceed their own requirements and supply power to the grid.

     The problem is - and this is highlighted by the interrogatories that were proposed by GTAA and answered - that the distributors are not able to answer the question of what costs are, in fact, being allocated to each customer class through distribution rates, and why the load-displacement customer should pay those costs, as opposed to some other marginal costs when it's operating in standby mode.  And the distributors won't know unless and until they do a cost-allocation study and re-calibrate their rates, accordingly.

     So, what we're saying, on behalf of the GTAA, is that the problem with saying that a standby customer is the same as the ordinary customer who is not a generator, is that there's no proof, there's no study.  And we don't know what costs they are trying to actually recover.

     A number of parties have echoed in their submissions that they support cost allocation as a principle basis for standby charges.  And Enersource Hydro Mississauga, in its pre-filed evidence, has also signalled that cost allocation may change its standby rate approach.

     The problem is that -- we feel that waiting for the cost-allocation process to be over, without considering standby charges and the situation of the embedded generator within that process, may not inevitably result in something that we can work with.  And what GTAA is very concerned with is that, if rates are approved on an interim basis on something other than a cost-allocation study, that we don't have lingering standby charges developed on another basis, because they weren't dealt with in the cost-allocation proceeding.

     In GTAA's submission, then, it's important that the standby rates be developed as a part of the cost-allocation methodology being developed, that they not follow that methodology, but that they be integrated, so that, however costs are being allocated to customer classes, that the consideration of generation within those customer class and the appropriate costs which should be allocated when a customer is in standby mode are considered as part of, rather than following, that process.

      The second part of the GTAA's submission - which is as important - is that, in developing this overall methodology, that the costs that the standby customer -- that the embedded generator -- or, that have to be recovered from the generator are only part of this -- part of the equation.  And if the approach is to be a rational one, and if load-displacement customers are to be treated fairly and consistently with other ratepayers, through the combined operation of distribution and standby rates, the benefits that are produced by load-displacement generation must also be quantified, identified and allocated.

      And I won't repeat this in detail, because the support for it is set out in the CRA report, but there are at least four ways that load-displacement generation can produce benefits to the distribution system:  first, through avoided or deferred distribution costs; second, through reducing distribution system losses; third, by enhancing reliability and providing a source of power which will provide additional back-up and reduce shortages; and fourth, by liberating, in some cases, specific distribution assets as part of upgrades associated with the investment in generation.

      And GTAA submits that these benefits need to be identified, quantified, and allocated back to the entities whose individual investments have led to their creation.  And it's a corollary of the same cost allocation principles.  Just as distributors have insisted in their submissions that there should be no cross‑subsidization of customers with load displacement generation by other customers, so too should the efforts be to ensure that the benefits of load displacement generation are also explicitly and properly allocated and not distributed by default from the customer whose generation creates those benefits to a distributor and/or other customers, while the distribution charges send the economic signal to the customer with generation capacity that generation produces no benefits without any evidence to support that conclusion.


What might emerge at the end of the day would be a formula to apply credits on top of a class‑based distribution and standby rates.  It's premature to speculate, until the data is collected, what the most reasonable approach should be, and to that extent we can't quarrel with Board Staff in their observation and their submission that the issues as between GTAA and Enersource will not be resolved completely in this proceeding.


However, insofar as this proceeding is directed at answering the question of what the design bases for standby charges is, and to the extent that the answer to that question, as submitted by GTAA and others in this proceeding, is cost allocation, a complete cost allocation calls for the next step to be a quantification of benefits.


Indeed, GTAA's submission, as I've stated, determining the method for identifying the impact of embedded generation and developing standard analytical techniques that can be used by distributors to quantify and credit those benefits should be developed in conjunction with an ongoing cost-allocation process so that it can be implemented as soon as possible by generators servicing those displacement customers and embedded generators.


GTAA recognizes that there may be a need to have interim approval for rates for the 2006 rate year, which should not follow these principles.


However, with the cost allocations initiative under way, and with the provincial mandate to ensure that clean and decentralized power can be developed to supplement power demand and allow coal‑fired generation to be phased out, it is time to get the ball in motion now.


And so the paragraphs 27 and 28 of our submissions summarize the specific order that the GTAA would ask the Board to give in this respect.


MR. KAISER:  Thank you.  A couple of questions.  I think we understand the concern of your client with respect to the proper allocation of both costs and benefits as it relates to standby customers, but you seem to recognize that this cost allocation study is not going to occur as part of '06 rates?  


MS. THORNTON:  That is correct.


MR. KAISER:  And I understand your submission, you're merely putting the Board and other parties on warning that when this cost allocation process does proceed, which I think is intended for '07, if I remember - is that right, Mr. Millar - that the parties and the Board should bear in mind your comments and concerns in this regard.


MS. THORNTON:  That would be a correct observation, Mr. Chair, but, also, we would observe that there is a technical advisory working group working on this issue now, and we would like this explicit direction that generators ‑‑ that the situation of generation and that standby charges not be left behind in the background work that's being done.


What we are concerned with is that if these issues are overlooked as cost allocation is being done for rates generally, that at the end of the day we're going to have to do a lot of backtracking, and this should be integrated so that we have a consistent approach between distribution rates and standby charges.


MR. KAISER:  All right.  So, two points, then.  Insofar as the relief that you're seeking from this Panel, if I can put it in those narrow legal terms, you're asking us to, as part of our decision, issue an order that would incorporate the points that you raised in sections 27 and 28 of your submission?  


MS. THORNTON:  Yes.


MR. KAISER:  All right.  And then, taking it a step further, is there anything other than interim rates that you are suggesting Enersource should do vis-à-vis its '06 rates?  They filed on a certain basis.  You have made certain theoretical comments, if I can put it that way.  But if we can get down to, are you asking them to alter their proposed rate treatment for '06, or, rather, simply to have those rates with respect to standby customers declared interim so that when ultimately we get around to this cost allocation, the benefits or the adjustments, if I can put it that way, would flow back to '06 rates?  


MS. THORNTON:  It would be the second.  We would like the rates to be made explicitly interim.  We acknowledge that the distributor is not in the position to produce a cost-allocated rate right now, but we also observe that in the absence of cost allocation, the justification for the rates is somewhat lacking, and so in recognition of the fact that this may be the best we can do for now, but we're not satisfied that the burden of proof has been met, that it be declared interim.


MR. KAISER:  All right.  I think we understand your position.  Thank you.


All right.  Mr. Brett.


MR. KAISER:  Mr. Millar, can I ask you a question while Mr. Brett's getting ready?  I don't know what's gone on in this case.  Have you examined the witness for Greater Toronto Airports Authority at all?


MR. MILLAR:  On the affidavit?


MR. KAISER:  Yes.


MR. MILLAR:  No.


MR. KAISER:  Do you have any questions for him?  He's here.


MR. MILLAR:  I don't have any questions for him today, no.  I haven't prepared for that.


SUBMISSIONS BY MR. BRETT:

MR. BRETT:  Thank you, Mr. Chairman, Panel.


AAPrO has filed a written submission, which you have, I believe, and so I'm going to spend my time just hitting the highlights of this submission, and perhaps in passing reply to what I've heard so far from other submitters, but, primarily and almost exclusively, summarize and highlight what we are saying here.  


And I'm going make four points.  The first has to do with the policy framework in Ontario for distributed generation.  The second has to do with the rate or justification for the standby rates that are being proposed and the rate‑making principles that apply.  The third is the benefits or the avoided costs to the utility that arise from the distributed generation, which we think should be taken into account in designing standby rates; and, finally, our conclusions.


And I would say initially that we would support much of the analysis that you have heard just now from the GTAA.  Our recommendations will be slightly different, but we do support a lot of their analysis, particularly on the rate‑making principles and what we think is a lack of a justification for certain of the standby rates that are being suggested in this proceeding by some utilities.


So, first, with respect to the policy framework, I'll be brief on this, because the Panel is well aware of the environment in Ontario.  We cover this off in the first four pages or so of our submission.


I suppose the most important point would be the initiative of the government on August 18th, 2005, when the Minister Duncan wrote to the Ontario Energy Board and Ontario Power Authority to say that, quote: 

"I am requesting that the Ontario Energy Board and the Ontario Power Authority cooperate in developing the terms and conditions for a standard offer program for small generators embedded in the distribution system that use clean or renewable resources." 


And just on that point of small generators, I would suggest that if you look at the moment, it's hard to know, of course, how distributed generation is going to develop in the future.  Nobody has a perfect crystal ball.  But if you look, at the moment, if you look at who has behind‑the‑meter or load‑displacement generation at the moment in this province, it certainly does include some of the larger industrial customers, but it also includes a wide range of institutions, universities, for example, municipalities with landfill operations or planned landfill operations.  Hospitals, I believe by law, are required to have standby power, standby generation of their own.  There has been a development, as you know, of new technology, smaller gas turbines, smaller engines, such that a whole range of customers can now contemplate introducing load displacement generation.  It's by no means restricted to pulp and paper mills or the steel industry.  It also includes smaller industrial users.

     So it seems that we're going to have - and most, I think, serious observers would say that we're likely to have - quite a number of smaller load-displacement generation, much of it co-generation, some of it just repeating?

     So what we're not doing here is putting in place something for the Alcans and the Falconbridges of this world.  It's a much broader issue than that.  And I think the Minister’s directive recognizes that.

    And he goes on to say, then, that:    

          "The Ontario Energy Board, in accordance

 with its authority over connection policies,

 will focus on the necessary changes to codes and

 connection requirements and on ensuring

 non-discriminatory access to the electricity

 system." 

     Now, as you know, this has been done.  My understanding is, a report has been made to the Ministry.  And that the Ministry and the OPA and the Energy Board -- or, the Energy Board staff, are currently in discussions around that report, and that we will see some result, hopefully, in the next few weeks.

     But we don't know what that is, at the moment.  We don't know exactly what it will -- what the initiative will look like.  And we don't know, in particular, how the contract, the standard offer contract that's being developed, will price distributed generation.  In other words, what it will pay to the distributed generator for the power that's being generated.  And it may pay different amounts for different types:  we don't know that yet.  The point I want to leave you with is there's some uncertainty there, as to what that's going to be.

     Now, so that -- so I guess what I'm saying -- what we're saying, in summary, there, is that we're in an environment where the Government has been quite explicit.  We listened this morning to Amir Shalaby speak about the integrated system plan and about the supply advice that the OPA gave the Government.  He talked about a smart gas strategy, which would incorporate, as one of its elements, distributed generation.  Everybody knows we have a generation supply problem, and I think everybody knows that part of the solution - not the largest part but part of the solution - will be distributed generation.  So that any instruments, mechanisms, rates that are put in place by the regulator should, in our view, incent distributed generation, at the very least should not deter it.

     So that's sort of the first -- that's the overarching policy framework.

     The second issue is on the rate making itself.  And here our recommendation is that -- we do agree on the need for a standard methodology, and we think the Board should institute a proceeding to develop a standard methodology for standby rates and a regulatory framework for distributed generation, for several reasons.  

     One, there's currently a hodgepodge of standby rates.  There are 18 -- or 16 of 95 utilities have standby rates, according to the Board staff's recent discussion paper on the standard offer program.  Those rates have charge determinants that are all over the lot.

     We understand from the Board Staff's background paper in this proceeding, that 14 utilities have made submissions with respect to standby rates.  I believe my numbers are correct here:  eight are utilities that don't have them and want them, and six are utilities that already have them -- in other words, are part of the 16 that already have them, but want to change them.  Now, I could have that reversed, but I think that's the case.

     Some of these rates were established a long time ago, even before restructuring took place.

     Secondly -- so there is a hodgepodge.  There's no consistency; there's no standard methodology.  And we think it would be an improvement to have such a standardized methodology.

     Secondly, some of the utilities that have proposed new rates, or that have old rates - some, not all, by any means, but some - are proposing to bill these rates on a gross billing basis.  And as you heard from the -- we would associate ourselves with the remarks of the previous speaker.  In other words, they're saying effectively that, We're going to charge you just as if you were a customer, without having self-generation.  That seems to us inconsistent with the Board's decision with respect to transmission -- billing of network transmission rates, RP-1999-0044.  And we don't think the background –- rate-making background, has been -- the record has been established for that position.  And we think it doesn't take into account the benefits that distributed generation provides.

     Third, we think it's -- introducing a standby rate today, though, is premature.  Because we do agree that it should be developed on the basis of this, and should be linked to this cost-allocation study that's going on.  I mean, we're in the middle of a major cost-allocation exercise, and we agree with the previous speakers that standby rates should be developed and informed by the exercise of developing new rates, generally -- new distribution rates, generally, and should be somehow related to those new rates.

     And, finally, fourth, we think that the generic methodology may have to accommodate projects of different size.  And by "accommodate," I mean there may be a need for some differentiation in rates, if for no other reason than it may be easier to identify costs in some cases than in others.

     And finally, we think that one of the options that should be considered in the proposed proceeding, that we're suggesting the Board launch, is not to have a standby rate at all.  That could be one reasonable conclusion.

      But the third point we wish to make, briefly, is the benefits.  Because standby rate for distributed generation is a bit different than other rates, it seems to us:  it's sort of rates plus because it is well recognized, I believe, by most observers that standby -- that load-displacement generation does provide a variety of benefits to the distribution system.  I know here that, for example, the distributed-generation task force, which is a group that's been working informally, but has made a number of -- well, I suppose no more informally than many other groups.  It's made a number of submissions to various government departments in different fora, and it's a group that contains both distributed generators and distributors.  

     And in their April 1, 2005, submission, entitled "Accessing the Hidden Value of Distributed Generation" -- this was a submission to the Ministry of Energy, in response to that Ministry's paper that was published, I believe, early in 2005.  It was entitled "The Road Ahead," or, sorry, "A Look Ahead." And it was a paper on the Government's thinking about the future of the transmission and distribution sector.

      And in that paper -- in that submission, the distributed-generation task force said:

          "Benefits to distributors: --” 

That's on page 7 of our submission and it lists some of them.

          "-- reduce line losses; power factor correction;

voltage stabilization and improvement;

reduced/avoided/delayed capital expenditure on

distribution equipment; increased reliability;-–“

In other words, potential for improved ability to respond to system-wide outages.

          “-- other system benefits of a technical nature,

depending on specific circumstances."

     I think it's a fair comment from our reading of developments, here, and other jurisdictions where this is being looked at currently - like Massachusetts, California - that people are agreed that there are benefits here.  Most observers agree that there are benefits.  Where they may disagree is what the quantity of these benefits are, how to measure them, and how they should be factored in to the overall treatment, if you like -- the overall regulatory and policy treatment of distributed generation.

     But our view would be that in designing standby rates, including whether to have one at all, these benefits need to be considered, because we know from experience that they can be an option to certain LDC expenditures.

     And finally, I guess, on that point, to the extent that the OPA and the Board have not already done so in their report to the Government on the standing offer program, we think the Board should determine the manner in which each of these benefits or avoided costs should be calculated.  In other words, part of the proceeding that we're recommending is that the Board have a look at this and say, All right, here's how we're going to allow distribution losses to be calculated, reactive power supply to be calculated, and so on.  And also, how the -- the Board should obtain a view of how distributors are taking into account distributed generation, if at all, in their system planning, including the benefits of diversity.

     Now, the fourth point is effectively admitting __ I think we agree -- AAPrO agrees that the utilities will lose revenue as a result of the installation of load-displacement distributed generation in their service territory.  And so we're favourably disposed toward some kind of a regulatory mechanism to hold the utilities whole in this regard.  And I think it's not so different than what the Board has done historically through the LRAM mechanism, for CDM investments that have been made by ratepayers as a result of utility conservation and demand management programs.  The difference here, I think, is that there is the same revenue effect, but there are also -- but there are similar benefits being conveyed.  And I guess we would argue, even greater benefits, to being conveyed by the presence of distributed generation through the utility.

 
But in any event, what we're saying here is we agree that the utility should be ‑‑ there should be a mechanism, and the Board should look at, what an appropriate mechanism would be to hold the utilities whole in this situation.


Now, finally, with respect to the second and third parts of the issue, of that issue 3.3, we think that once the Board has adopted a standardized methodology, and here we agree with, I think, a point that the Board Staff makes in their written brief, that, you know, it should be possible to depart from it, but difficult.  In other words, if a utility wished to use some other methodology ‑‑ and we're talking here, of course, about the methodology, Mr. Chairman and Panel, not the exact calculations.  We accept that when you apply the methodology to the circumstances of the individual utility, you may come up with ‑‑ you come up with different numbers, different actual rates.


But if a utility wishes to say, Well, the Board has suggested we use this methodology, we don't think that applies.   We're going to use our own.  That should be a fairly heavy onus for them to discharge.  They shouldn't be able to just say, Well, we don't like it sitting there in the rate handbook, but we don't think it does the job.  They need to be able to show why what they're putting forward is appropriate.


So our conclusions are, then, that, again, the Board should have a proceeding to develop a generic methodology for the calculation of standby rates that's informed -- that is informed by the work of its ongoing cost allocation proceeding, and that same proceeding should go look at the benefits the LDCs receive from distributed generation and the nature of a mechanism to hold the LDCs whole against loss of revenues due to the installation of on‑site distributed generation.  And in light of such benefits and such a mechanism, and I'll read this because it's --: 

"... and the degree to which these benefits have been recognized in any standard offer that comes about from the OPA, whether there is a need for a standby charge at all." 


Now, pending the outcome of that proceeding, we think the Board should decline to approve any of the proposed new standby rates or amendments to existing rates, and we further think that they should suspend any existing LDC rate that operates on a gross billing basis.


Finally, I think if doing that creates a hardship in a particular case, we would be agreeable to an LDC coming forward and saying, This doesn't work for us.  We need something in place pending the development of a proper standardized methodology that takes into account these various factors.


So that's a summary, Mr. Chairman and Panel, of our remarks.


MR. KAISER:  Mr. Brett, a couple of questions.  Your recommendation that the Board establish a proceeding to develop a standard methodology for standby rates, you communicated the concern of your client that there's a bit of a hodgepodge and all the policy concerns that we're familiar with that surround this issue.  Do I take it that that's regardless of what the outcome may be with respect to the standard offer program?


MR. BRETT:  Yes, I think so, sir.  It would be regardless, but it should certainly be informed by the content of the standard offer program, and it might be an ‑‑ but it would be regardless of it, but it should be informed by the results of it.  And the shape of it may depend, to some extent, on what the standard offer program says.


MR. KAISER:  And then the next question would be -- and I think the previous speaker and you were aligned on this.  You appear to agree that this would best be done as part of the overall cost allocation study that these utilities are embarking on, is that correct, or are you somehow saying that we need to move ahead of that with respect to this issue?


MR. BRETT:  I'm saying something, I think, a little different.  And it may -- hopefully it's not too different.  I think I'm saying that they almost should proceed contemporaneously.  But I think this proceeding, once I think it becomes ‑‑ let's say once we have the -- well, let me start again.


I think that we should have a separate proceeding that addresses the issues that we have suggested here with respect to distributed generation, but that it should draw from, should be informed by, work that's ongoing in the cost allocation proceeding and the analysis that's going on.


I don't know, as we sit here, exactly how far that ‑‑ where exactly that process internally is, but it seems to me something of the nature that my ‑‑ the previous speaker mentioned would be to direct or inject into that proceeding some urgency associated with addressing the cost allocation issue, at least doing some analysis surrounding the cost allocation issue with respect to distributed generation, and then use that knowledge that's achieved there, or if there's a consensus achieved or whatever, as part of this separate proceeding.


Now, timing considerations are -- as I say, I'm not -- I can see where you're coming from earlier about ‑‑ or at least I think I can, about talking about the 2007 being the time that these issues of cost allocation would be finally resolved, and I'm not suggesting -- one option would be to have this proceeding await the outcome of that, but I'm not really saying that, because I think ‑‑ well, I think the core message we're trying to give here is that in order to deal with this issue properly, with distributed generation properly, you need to pull these strands together of sort of the cost allocation and what we might call convention rate‑making background to it.  


You need to then look at the utility's need to have some relief, and you need to look at the distributed generator's need to have some recognition for the benefits that are legitimately conveyed to the utility and, hence, its customer.


So I would say that it would be prudent to begin that proceeding sooner rather than later, and then sort of try and draw what we can from the work of the cost allocation process.  And perhaps ask the Board, ask the cost allocation proceeding, to take a higher priority look at the rate‑making principles as they would apply to distributed generation.


MR. KAISER:  Well, that's my dilemma or my difficulty in understanding.  Obviously this could be considered part -- I think that was the position, really, of the former speaker, part of the cost allocation process that's going to be taking place in '07 or whenever it is.


On the other hand, you seem to be suggesting that there are cost allocation and possibly benefit allocation issues of distributed generation which are unique, and we can get on with that job now.


MR. BRETT:  Yes, I am.  I think that's correct.  And I think you need to have a sort of a ‑‑ I suppose, another alternative would be to actually ask the cost allocation proceeding itself to take on the entire job, recognizing that there's a difference.  There are some unique features about the overall rate‑making treatment for distributed generation.


In a sense, it's not very different from saying there are some unique features about the rate‑making treatment for conservation and demand management, because there there's a mechanism to deal with lost revenue.


So that there's ‑‑ and I'm thinking out loud here, as would be obviously apparent.  So that it may be possible to put it there, rather than to have a separate standalone proceeding, to add that to the work of the cost allocation.  But I think the benefit of having a separate proceeding starting to focus immediately on the benefits is that these benefits need some elaboration.  They take time.  I mean, they're there.  People recognize there are benefits.  They don't agree on the levels of them, but there needs to be some work done on that, I think, specifically on that.


MR. KAISER:  In your submission, there needs to be some adjustment mechanism for the LDCs that are going to lose revenue?


MR. BRETT:  Two things.  Yes, exactly, adjustments to the LDCs that are going to lose revenue, and recognition by the LDCs and their customers that on the other hand they're gaining benefits from the presence of distributed generation, and having some of that benefit flow to the distributed generator.


Now, whether this flows to the distributor/generator through an OPA standard offer, which is the question you were getting at earlier, is another related matter.  But let's assume for the moment it doesn't; that you need to have that built into the --


MR. KAISER:  Now, the other side of this issue is what we do with the '06 rates.  The former counsel for the GTAA says, declare them interim.  You, on the other hand, decline to approve any of the proposed new standby rates, and suspend any existing rates that operate on a gross billing basis.  So you're a bit different, in that regard.

     MR. BRETT:  We are.

     MR. KAISER:  Now, if we suspend, what do we replace it with?  And on what evidence?

     MR. BRETT:  Well, you wouldn't be able to replace it with anything.  And so I'll break it down into -- let me -- the suspension issue is -- the onus is on the LDC to, of course, to provide evidence for any changes it wishes to make.  But you're making the converse point.  The rates are in place.  They’ve been approved -- 

     MR. KAISER:  Right. 

     MR. BRETT:  -- so somebody's approved them in the past.  And so I think that we would probably step back from that recommendation on suspension.

     MR. KAISER:  Thank you.  Thank you, Mr. Brett.  

     We'll take the morning break now and come back in half an hour. 

‑‑‑ Recess taken at 11:13 a.m. 

‑‑‑ On resuming at 11:45 a.m.


MR. KAISER:  Please be seated.


All right, who's next?  Ms. Newland?  Oh, Mr. Rodger.  Yes.


SUBMISSIONS BY MR. RODGER:

MR. RODGER:  Thank you, Mr. Chairman.  Mr. Chairperson, of course, you have the pre‑filed rate application of Toronto Hydro, and on Monday Toronto Hydro also filed supplementary written submissions on this matter, and I would just like to respond to a number of my friends that went before me.


Firstly, with respect to smart meters, Toronto Hydro's position is reflected and those also articulated by Board Staff in one of the options it presented, in that Toronto Hydro wants to collect dollars now and to track any differences with respect to smart meters in a variance account.


We oppose the deferral account concept.  We agree with Board Staff in their observations that this proceeds the LDCs with no money.  Ratepayers won't save any money.  As a matter of fact, it will cost them more in terms of carrying charges.


Energy Probe talked about the uncertainty associated with the smart meter policy of the provincial government, but in Toronto Hydro's view, sir, we just cannot afford to defer this.  We do need the revenues starting this year.  We are expecting that there will be a very quick and very major ramp-up in order to meet the kind of time lines that the province has articulated, and Toronto Hydro is on record that we want to do better than the provincial targets.


So by deferring or holding off, that's not going to help Toronto Hydro do the job that it's been charged to do, and that is to help implement this provincial policy.


I would add, sir, that Toronto Hydro won't actually be spending any significant money that it collects in 2006 until the rules are known clear.  So there is that protection that we can provide to both you and the intervenors that there is not going to be the risks that I believe have been represented, because we are going to wait until the rules become clear, but we know they're going to happen this year and we want to get ready for it.


In VECC's written submission, it talks about the Board taking mitigation into account; in other words, not to approve requests for smart meter revenue requirements where the impact is close to the 10 percent maximum increase.  And, again, I would point out that in Toronto Hydro's case they are receiving a rate decrease ‑ that's what we've applied for ‑ notwithstanding the smart meter requests that we have on our application.


We also intend to allocate costs according to rate classes, and this seems consistent with what various intervenors have submitted, such as Schools.


Toronto Hydro's goal is to be the leader in smart meter implementation.  I can tell you, sir, that Toronto Hydro staff continue to devote a lot of time on this file.  They're trying to get as much information as can be achieved from the province and the Ministry, and we think that our numbers are as good an estimate as anybody can provide.  And we think, with the protections that I've just outlined, that it is a prudent approach, given what's coming down the track that we've all heard about.


With respect to regulatory cost variance account, to be very brief, our issue here is, What's a reasonable way for utilities to manage the unknown?  And in our view, this is simply an issue of fairness.


Schools had offered that it really is management's responsibility to make up for unexpected differences, but we just don't believe that is reasonable.  The implication of that submission, it seems to us, is that LDCs should be encouraged to build in some kind of artificial cushion in their budgeting process that they may or may not need.  And that is not the approach that Toronto Hydro takes to this issue.


I think we're all aware that the regulatory context continues to evolve in this sector.  There are unpredictable proceedings and initiatives that Toronto Hydro is involved with, and the regulatory cost variance account is a reasonable way to manage those kinds of uncertainties.


Just one comment with respect to other deferral accounts, specifically the low‑voltage charges.  We support the OEB Staff option of treating the matter as a pass‑through by adding it to the transmission connection account.  That's the RSVA account.


Now, with respect to stand‑by charges, and, again, we agree with a lot of the observations that the OEB Staff indicated in its opening remarks, and we also agree that standby charges is an ever‑increasingly important matter.


But we want you to understand that Toronto Hydro faces some very practical, real‑life considerations that have to be resolved in this proceeding with respect to standby charges.


At present, and this is indicated and described in our evidence, Toronto Hydro has four different existing standby rates that represent a carryover from the pre‑amalgamation days.  These four standby rates also represent the last rates to be harmonized under the New Toronto Hydro.


The ongoing problem is that if you are an existing customer with generation, you are paying a different rate depending upon which pre‑amalgamation MEU jurisdiction you are located.  Etobicoke is different than Toronto, which was different from York, which was different from North York.  And this is how Toronto Hydro has been charging existing customers and new customers, depending on the area of the city from which they're located.


And you could imagine that this is very confusing for customers that are contemplating self‑generation, and they're saying, Why is it going to cost me more in North York than if I sited the identical plant in Etobicoke?


So it is a practical issue where we need a uniform rate for customers, and it should be resolved in this proceeding, in our view.


Now, a number of intervenors talked about price signals in connection with standby rates, and we agree that is an issue, appropriate price signals.


The four rates that I've talked about, they were developed as far back as the early 1990s, almost 16 years old.  And, in our view, they are very, very much out of date and unreasonably low.  They don't reflect cost causality.  They are just no longer reflecting fair and reasonable rates.  And given that these rates do feed into the economic analysis of generation proponents, Toronto Hydro is very concerned about perpetuating inaccurate information of what it really does cost to supply these standby facilities.  We don't think that's in their interest to base their economic assumptions on wrong information, and it also doesn't help them if, two years down the road when we get the perfect information on the costs, which I'll talk about later, and there's a big price jump, well, they say, What happened?  You told us two years ago, back in 2006, that it was a very different, lower rate.  So we don't think that's in anybody's interests either.


So we don't want to contribute to misinformed investment decisions.  And, again, this is really stemming from historical reasons dating to the pre‑amalgamation.  And, again, that's why we think that now is the time to remedy this.


Another issue that was raised by some is that the standby rates proposed by Toronto Hydro are premature, but we would remind that Board that Toronto Hydro has been attempting to pursue changes to its standby rates to remedy the issues I've just described over the past four years.  We applied for new standby rates back in 2002 to address these issues.  However, the introduction of Bill 210 basically eliminated any chance of getting this situation clarified.


So this should not be seen as somehow a new issue for this hearing.  It's something that Toronto Hydro has sought to remedy for some time now.  It's a longstanding concern.


Toronto Hydro submits that its proposed standby rates are fair, and fair for all ratepayers.  That is a key driver of this utility.  In one sense, sir, Toronto Hydro is really indifferent to the economic consequences surrounding this issue.  It doesn't affect our revenue requirement.  It's an issue of cost allocation.  What isn't recouped from a generator is recouped amongst all other ratepayers.  And I think this was part of the argument that Mr. Adams was presenting when he talked about how different ratepayers have a different approach to this issue.


Toronto Hydro believes that a standby rate that constitutes the distribution variable charge is the most fair to all ratepayers, and, in our view, we see little difference in providing firm power and stand‑by power to a load.


Now, if I could give you a very, very quick example just to illustrate the point.
     Let's assume that Toronto Hydro has an existing large-user customer with a 9-megawatt load.  And the customer installs a 5-megawatt generator.  From Toronto Hydro's standpoint, little or nothing has changed to supply that customer in terms of system infrastructure.  All the system infrastructure will still be in place, and will be needed to supply that entity.

     Now, some have said that there will be LDC benefits, reductions to line losses, et cetera.  But they've also agreed - and we agree - that there's no evidence before this Board of what those benefits are.  In our view, they'll be seen to be very, very small.  But there's really nothing beyond a view that, Yes, there is some benefits.

     But, likewise, it could be equally said that there could be stranding of assets because of self-generation.  In that case, where the load is reduced or eliminated, all other customers will have to make up the difference.

     So our point of saying that is, there's a bigger picture that, yes, it has to be assessed, but it's not just a one-way street; there could be costs and benefits of this development.  And until the Board is in a position to accurately assess the whole picture, we believe that our approach is fair, for the reasons that I've stated.  So we believe that the variable distribution rate is a fair cost-based approach, at this time.

     Finally, I wanted to respond to a couple of observations from my friend from AAPrO.  Firstly, part of the relief they seek is to suspend existing standby rates.  In our view, all that would do would be to introduce a brand new cross-subsidy into the system, and we don't know why this Board would want to do that, given your consumer-protection mandate at the Board.

     Secondly, it was suggested that avoided system costs used in the CDM calculation could somehow be applied to standby rates.  In our view, we believe this is just an incorrect and wrong comparison.  CDM avoids future LDC plant expansion where, in standby rates, as I said earlier, you still need the existing LDC infrastructure.  The plant is still necessary.  So that is not an appropriate comparison, in our view.

     Likewise, AAPrO made the submission -- or the comparison of standby rates being charged on a gross basis -- was in conflict with the OEB decision on transmission network rates.  Again, this isn't appropriate because, in that decision, the OEB held that net load-billing should apply to common network pool assets, but gross load-billing will apply to transmission-connection assets - the assets that are most closely associated with specific customers - and suggests that this is the more appropriate comparison when talking about standby rates, not common network pool assets.

     In any event, Toronto Hydro is not proposing gross load-billing, given that our customers can contract for less than the rated capacity of the generator.  If you have a 10-megawatt facility, you only want a contract for 7, that's all we'll charge you.  And we did this, specifically, to be fair and to be customer-friendly.

     So, in summary, sir, Toronto Hydro, unlike a lot of utilities in the province -- we really do face real life situations that have to be remedied in this procedure.  Current rates are not harmonized, they're unreasonable, and they produce confusing and unrealistic price signals for customers.  We need to deal with this matter now.  There may very well be some process down the road where we get exact costs and benefits, but we need to take constructive and fair action now, and that's why the proposal is before you.

     And, as I say, above all, we really did intend that this proposal be fair to all ratepayers.  

     And those are my submissions, sir.

     MR. KAISER:  Thank you, Mr. Rodger.  

     The airport authority's proposing that these standby rates be declared interim.  What's your position on that?

     MR. RODGER:  If that's the way you wanted to approach Toronto Hydro's application for standby rates, that would be fine with us.

     MR. KAISER:  Thank you.  Thank you, Mr. Rodger.

     MR. RODGER:  Thank you, sir.

     MR. SEAL:  Mr. Chairman, I want if I might raise a procedural question -- 

     MR. KAISER:  Yes, certainly. 

     MR. SEAL: --  while we're waiting for the next party to come up.

     MR. SEAL:  It's not clear to me, the process that we will be taking after we’ve heard submissions from everybody.  And having spoken with a few other people informally during breaks, they've noted the short time-frames between when we received some of these submissions, between Monday and today, as well as the possibility that things will be raised during these submissions that might warrant a reply.

      So I'm just wondering if we might know what the procedure will be, following the end of these submissions, and whether there might be an opportunity for parties to submit either written or oral reply to anything that might occur here.

     MR. KAISER:  Well, our current thinking is -- unless it's opposed by any counsel, is to finish up today, which we think we can do, before we take the lunch break.  And then come back Thursday morning and hear any reply submissions.

      For those that can't show up Thursday morning, we'll allow them to file written submissions, likely by the end of the day Wednesday, so that those who are here Thursday morning will have the benefit of those.

      Does that work for you?

     MR. SEAL:  That sounds very good.  Thank you, sir.

     MR. KAISER:  That work for everyone?          

     All right.  Let's proceed on that basis.

     Ms. Newland?

SUBMISSIONS BY MS. NEWLAND:

     MS. NEWLAND:  Mr. Chairman, my submissions at this point are on behalf of Hydro Ottawa.  With me is Ms. Lynne Anderson of Hydro Ottawa.  I propose to make my submissions, answer any questions, and then switch hats and make submissions on behalf of PowerStream, at which time I'll ask a representative of PowerStream to come forward, if that's acceptable to you, sir.

     Hydro Ottawa has applied for approval of 2006 distribution rates, effective May 1st, 2006.  Its application is based on a forward test year.

     Dealing, first, with the issue of smart meters.  Our forecast revenue requirement includes incremental spending on smart meters.  We are proposing smart-meter capital expenditures in the amount of 16M -- roughly 16M, a little over 16M.  This would result in a net increase in distribution assets of $15.7M approximately, and incremental operating expenses of about $1.3M. And I would hasten to add that this spending is incremental to Hydro Ottawa's smart-meter spending that was approved as a pilot project as part of its CDM plan.

     As we explained in our application, Hydro Ottawa's forecast of its 2006 smart-meter costs was based on the Board's January, 2005, report on smart meters.  And if the ultimate implementation plan which results from Bill -- the enactment of Bill 21 and the various regulations thereto is different from that set out in the Board's report, Hydro Ottawa will at that point have to consider whether it's necessary to request the Board to establish variance accounts to record the cost consequences of such differences.

     Turning to the specific issues set out in Appendix A of Procedural Order No. 3.  With respect to issue 1.1:  Should the Board authorize the inclusion of capital and operating costs related to general rollout of smart meters.

     Hydro Ottawa's answer is yes.  And we would note that this approach is consistent with the Board's report of January, 2005, in which the Board proposed that, and I'm quoting:

          "... costs be included in the distribution rate

as soon as the distributor starts to install

smart meters." 

     With respect to issue 1.2, which asks whether a utility should recover a standard amount, our answer is no.  Hydro Ottawa is seeking the Board's approval of a specific smart-meter budget, and its intention to proceed with the plan is premised on receiving approval of the budget.  This budget reflects the per-dollar – dollar-per-meter amounts that are set out in the Board's report.  I believe this approach that Hydro Ottawa has taken is consistent with the approach taken by many other utilities who are also proposing incremental smart meter spending in 2006.


If, however, the Board considers that it is appropriate to mandate a standard amount, then Hydro Ottawa would suggest that the Board's 2005, January 2005, report would be the starting point for determining what that amount should be.  And I believe, as we understood Mr. Millar this morning, that is also the position of Board Staff.


MR. KAISER:  We have to be careful with Mr. Millar.  It might just be one of many options.


MS. NEWLAND:  Well, we thought it might be his preferred option.


With respect to issue 1.4, which is the issue of deferral accounts as an alternative to approved specific amounts, Hydro Ottawa takes no position.  We haven't applied for a deferral account; we've applied for approval of a specific amount, and that's what we're seeking in our applications there.


If I may have a minute, sir, for seeking clarification.


Just a point of clarification, sir.  I mentioned a moment ago we take no position on the deferral account issue.  I suppose it's more correct to say that for our particular circumstances, we are seeking approval of a specific amount, and a deferral account mechanism as a substitute for approval of a specific amount that we are proposing to spend would mean that Hydro Ottawa would be required to fund its smart meter implementation plan up front; and, moreover, we see it as requiring us to forego the difference between our allowed ROE on that investment and what we think would be a lower interest rate applicable to such deferral accounts.


So on an investment of about $16 million, this could be a considerable sum, especially when you consider it in the context of year‑over‑year accumulation.


With respect to issue 1.5, we don't have specific submissions on this issue, on the issue of reporting and monitoring, other than to observe that there may be a need to coordinate the reporting requirements of the OEB with the reporting requirements that may be imposed by other bodies or, indeed, by the Government of Ontario.  That's just an observation on our part.


Those are our submissions on smart meters.  We have some submissions in‑chief on standby charges for load displacement generation, which is issue 3.


In our application we have proposed a standby charge that would be applicable to all customers with load displacement generators with a total combined nameplate rating greater than or equal to 500 KVA.  I would note that we at this time do not have any standby charges, so this is a proposal for approval of a new charge.  This charge will recover the cost of providing reserve capacity to such customers, and it will eliminate the cross‑subsidization of these customers by Hydro Ottawa's other customers.


We're proposing a class‑specific standby rate as opposed to a site‑specific standby charge, and this reflects the fact that the embedded generators in our service territory are located in very dense urban environments, and it's too difficult to determine what specific assets are related to each site.


With respect to the design of our standby rates, it's a two‑part charge, comprising a standard monthly service charge and a standard distribution volumetric rate.


The volumetric rate is derived from a contract demand based on the first nameplate value of the generation plant, or a lesser agreed‑upon contract demand, agreed upon as between the generator and Hydro Ottawa.


Now, while Hydro Ottawa is confident that its volumetric rate based on 100 percent of the contract demand is a just and a reasonable rate, we recognize that we have not had an existing standby rate.  And that is the reason why, in our application, we have proposed to discount the volumetric rate by 50 percent as a rate mitigation measure.  And I would hasten to add that we see this as a temporary rate mitigation method, because, of course, mitigation doesn't last forever.  


There's quite a lot of detail about the design of our standby rate in our application, and I think I'll stop there in terms of describing the rate, but I would refer the Board and its staff to pages 100 to 104 of tab B of Hydro Ottawa's application for further technical details on the design of the rate.


Those are our submissions in‑chief, Mr. Chairman.  We will probably have some reply submissions, and we would accept your invitation to appear on Thursday with those submissions.


MR. KAISER:  With respect to the standby rate, you've come up with yet another alternative, which is a special discount, which may or may not last more than one year.


Toronto Hydro has agreed with the Airports Authority that these rates could be declared interim until a more determined and thoughtful cost analysis could be done.  What's your position on having the standby rates declared interim?  You're proposing these for the first time.


MS. NEWLAND:  Right.  Well, we've discussed that, and I guess I would respond first by asking for a clarification.


By interim, I expect you mean that it is possible that there would be an adjustment, a credit or debit, when they are declared final?


MR. KAISER:  Correct.


MS. NEWLAND:  We'd like some time to consider that at the corporate level, and I can certainly address that point in reply.


MR. KAISER:  That's fine.  That will be fine.  If you want to proceed with your next client?


MS. NEWLAND:  Mr. Chairman, Ms. Spoel, PowerStream has applied for approval of its 2006 distribution rates effective May 1st, 2006.  Its application, however, unlike Hydro Ottawa's, is based on a historic test year, with the tier 1 and other adjustments that are prescribed in the 2006 rate handbook.


I have submissions on smart meters and on deferral accounts, on regulatory cost deferral accounts.  Starting with smart meters, although PowerStream expects that it may and probably will incur smart meter distribution expenses in 2006 and beyond, it has not yet developed an implementation plan.  Moreover, given the uncertainty about the scope and the timing of the smart meter program that will eventually be undertaken pursuant to the direction of the Government of Ontario or the Board, PowerStream considers that it was not possible to estimate costs with sufficient certainty to include them as a tier 1 adjustment.


Accordingly, our application did not include adjustments to distribution expenses or capital expenditures for spending on smart meters.


PowerStream is committed to participating in the smart meter program as it unfolds, once Bill 21 and related regulations are enacted.  We believe that the success of the smart-meter initiative would be enhanced if the Board were to establish a means for distributors to record and ultimately recover their costs of participation in the smart-meter program.  And so, to this end, in our 2006 EDR application, we have requested the approval of two deferral accounts that would allow us to record our costs -- our operating costs and our capital costs, of participating in the smart-meter program.

     We've also requested that we be allowed to record, as a carrying charge, the simple interest on the monthly -- opening monthly balances in each account, at a rate to be fixed by the Board.

     Turning now to the specific issues set out in Appendix A of Procedural Order No. 3.

     With respect to issues 1.1, 1.2, and 1.3, we take no position, as we have not sought approval for incremental spending on smart meters.

     With respect to issue 1.4, we do support the establishment of deferral accounts to record operating and capital expenditures on smart meters for those distributors, such as PowerStream, who have not included incremental smart-meter spending in their EDR applications.

      And we have no position on issue 1.5.

      And that concludes my submission on smart meters.

      The other area we wanted to address was the issue dealing with a deferral account -- a generic deferral account for regulatory costs, which is issue 2 in the Board's list of issues.

      In our application, we did request approval of a variance account in respect of incremental regulatory expenses incurred during calendar 2005 and 2006.  And this account would allow us to record the difference between amounts that are already being recovered in respect of regulatory expenses in our 2005 rates, and the amount that the Board approves as PowerStream's tier-1 adjustment for OEB fees and other fees payable to energy regulators, on the one hand, and the sum of the costs that we will incur during that period -- that period being calendar 2005 and 2006, in connection with a number of different types of costs.  These include the Board's assessments, the EFA fees and the assessment or fees of other regulators; the fees and disbursements for legal and consulting services provided to PowerStream, when it participates as a party, but not as an applicant, in proceedings before the Board, and in participating in a consultation process, including working groups that are initiated by the Board; and, finally, costs -- the Board's costs and the costs awarded to other parties by the Board, in proceedings where PowerStream is an applicant, or where, if it's not an applicant, PowerStream is also a party, and is ordered to pay costs.  This account would also allow PowerStream to record, as carrying charges, simple interest on the opening monthly balance, at a rate to be fixed by the Board.

     Turning to the two specific regulatory issues -- regulatory deferral account issues set out in Appendix A, being 2.1.1, and 2.1.2, we submit that the costs of participating in regulatory proceedings, including legal and consulting fees, are a normal and expected cost of business for a regulated utility.  In 2004, the level of these costs incurred by PowerStream, or by one of its predecessor utilities, was very, very minimal.  This is in sharp contrast to what we expect to be the case in 2006.  Having said this, we feel it's very difficult to forecast with any degree of precision what such costs will be in 2006.  It's entirely appropriate, in those circumstances, we submit, therefore, to permit PowerStream and other similarly situated utilities to record the incremental regulatory costs in a variance or a deferral account for future disposition.  This could be done by expanding the scope of account 1508, which we had understood to be limited to OEB and ESA fees, or by establishing a brand new account, as proposed by PowerStream in its application.  In other words, it doesn't matter what you call the account, but we feel that such an account to capture those types of costs is appropriate and necessary.

      Those would be our submissions on the issues in-chief, sir, and we’ll consider whether we may have a brief reply to other intervenors and appear before you again on Thursday morning.

     MR. KAISER:  Thank you, Ms. Newland.

     Mr. Engelberg?


SUBMISSIONS BY MR. ENGELBERG:

     MR. ENGELBERG:  Mr. Chairman, I have with me Michael Roger, a Manager in our Pricing and Strategic Support Group, in the event any other questions arise

     I'll take pretty much the same approach as Mr. Millar did, in the sense that Hydro 1 filed its submission on December 1st, and has little to add to it.  But I'd like to go through and highlight some of the positions.

     On the matter of smart meters, Hydro One, as some of the other participants have stated, is not in a position to be able to forecast costs for inclusion in its revenue requirement for 2006 with any kind of reasonable accuracy, absent any firmer plans coming forth from the government at this time, and, therefore, it's Hydro One's submission that it is certainly premature for it to have a standard rate or utility-specific rate.  And therefore, Hydro One proposes dealing with this by means of establishing a deferral account and putting the costs in there, pursuant to standard OEB procedures for prudence reviews in the future.

      Now, in response to some questions that you, Mr. Chairman, asked Mr. Millar, after the end of his submissions, it was my understanding that the position that the OEB is now taking is that, for those LDCs who want to recover some of the costs at this time and set up a variance account for adjustments in the future, the OEB would propose a mandatory charge or a mandatory maximum charge of $3 to $4 per month, that all such utilities would use.

     But it was also my understanding, from Mr. Millar’s answers to your question, that for those utilities who prefer and propose to go by way of a deferral account, they would not be required to do so, in the OEB's view.  It's only those who chose to go with the procedure of making some of the charges at this time.

      In addition to all the other reasons for Hydro One's preference to establish a deferral account to deal with this, I would also point out that Hydro One may be in somewhat of a unique position, in that all the pronouncements by the government to date have indicated that it's the government's preference that the introduction of smart meters would be on the basis of using a density approach - density of utilities - so that the smart meters would be introduced first in those jurisdictions with a higher density of ratepayers.  And that the other utilities, primarily rural, in the way that Hydro One's customer base is, largely, would not be having an introduction of smart meters until later in the 2006 – 2010 window for the installation of the meters.

      Therefore, that would be an additional reason for Hydro One to exercise its wish to establish a deferral account and not begin an immediate charge, if the bulk of its customers are going to see the introduction not until, perhaps, 2009, 2010, of these smart meters.  And that too would fit in with what I understood to be Mr. Millar's answers to you, sir, that those utilities who wish to go by way of the deferral approach would be able to do so, in the OEB's view.


Now, regarding deferral accounts for regulatory costs, which is at 2.1 of the Hydro One submissions, Hydro One also asks the Board to permit utilities to establish deferral accounts to record incremental material costs related to regulatory proceedings.  In that sense, where Hydro One differs perhaps from some of the other utilities is what Hydro One considers those incremental costs to be, And, as stated in the last line of that ‑‑ last three lines of that paragraph, Hydro One considers these incremental costs to be those associated with proceedings that are unforeseen, and special studies or consultations directed by the Board and payments to third parties, such as intervenors and stakeholders.


On the issue of revenue losses attributable to unforecasted distributed generation, Hydro One, like other utilities, believes that distributors should be able to recover the foregone revenue resulting from distributed generators coming on stream in the period between rate resets.


Some of the utilities have made the argument that all utilities are aware, because of lengthy time periods, as to what generation will come on stream, and, therefore, that's why Hydro One has made its submission in the context of the losses that occur in the period between the rate reset periods.


It's agreed by everyone that the recovery can be made once rates are reset, but it's that interim period that we need to worry about, in Hydro One's submission.


Now, the last matter, really, is standby rates for load displacement generation.  Hydro One agrees with those participants who have supported the development of a standardized methodology to address such situations, and Hydro One has filed an exhibit, which is referred to in our submission at paragraph 3.0, to discuss Hydro One's proposal for a standby administration charge, which Hydro One believes would apply in the circumstance.


Now, the establishment of a standby charge was provided for in the 2006 Electricity Distribution Rate Handbook.  Because of that, it's Hydro One's submission that this charge, which is already part of the EDR Handbook, should not be made interim for Hydro One.


Regarding the miscellaneous other deferral accounts, paragraph 4.0, Hydro One submits that all LDCs should have the flexibility to request deferral accounts to address revenue shortfalls that result from rate mitigation efforts, because these shortfalls can be material to a utility's revenue expectations, again, during the period between rate resets.  And, therefore, it's important for utilities to be able to capture that.


Lastly, we've heard very little today about the issue of bad debt, but Hydro One submits that utilities should have the flexibility to record bad debt if it's material, and Hydro One's submission proposes a guideline, which is defined on page 46 of the 2006 rate handbook, that what that would mean is an amount exceeding 0.2 percent of the utility's 2004 distribution expenses.  Amounts above that would be, in Hydro One's proposal, placed in a deferral account for later review subject to OEB approval for recovery.


Those are our submissions on all the points in the Procedural Order.


MR. KAISER:  Thank you, Mr. Engelberg.  Mr. Moran?


SUBMISSIONS BY MR. MORAN:

MR. MORAN:  Thank you, Mr. Chair.  I have some brief submissions on behalf of the EDA, and my submissions will be confined to the smart meter issue that the EDA was given intervenor status to pursue here.


The EDA wants to emphasize two important components of whatever it is the Board ends up deciding on how to proceed with smart meters.


The first is flexibility.  In my submission, flexibility is key, and that's been recognized by a number of parties, including Board Staff submissions today.


Secondly, there has to be appropriate protection, obviously, for both ratepayers and utilities, and that's particularly important with respect to smart meters, because, unlike most things that LDCs do, the smart meter program is one that's imposed and will likely be mandatory for LDCs to implement, as opposed to the usual things that an LDC will do and for which you would normally expect the LDC simply to manage and assume some risk.


So, on that basis, there are two major options identified before you.  The first one is to proceed by way of a budgeted amount included in the revenue requirement and accompanied with a variance account.  And the second option is to rely on a deferral account, and, with that option, recovery of balances would be dealt with at a later date.


From the EDA's perspective, it's important to recognize that LDCs will be ‑‑ will find themselves in differing circumstances, and I think you've gotten a flavour of that in the submissions today.  Some LDCs want to proceed with a subject budgeted amount in their revenue requirement for 2006; others want to rely on a deferral account.


And you've heard the reasons for why they want to proceed that way.


In my submission, then, what the Board ought to do is not to choose between one of those options and say there's only one option available.  The Board ought to make both options available to LDCs to choose, based on their circumstances.


Both options will ultimately meet the requirement to proceed with implementation, and to the extent that one option fits a particular LDC better than the other option, they should be permitted, in my submission, to make that choice.


In addition to that, it's clear that a number, a large number, of LDCs have not actually made a choice at all with respect to smart meters, and that's perfectly understandable when you look at what's happened over the last year.


There has been considerable uncertainty with respect to the rollout of the smart meter program, and, based on that uncertainty, it's clear that a number of LDCs decided that they would just wait and see what would happen.  And so they have chosen neither a deferral account nor a revenue requirement approach.


At this point, now that there's draft legislation tabled before the House and some momentum towards a rollout of the smart meter program and a continued commitment by the province to that policy, it would be important to maintain maximum flexibility for distributors to ensure that they have the opportunity to amend their existing 2006 applications and make a choice between the two options that ought to be available to them:  One, to proceed by way of a budgeted amount with a variance account; or, two, by way of a deferral account.


It's important ‑‑ this is an important policy from a number of perspectives, and there should be as few disincentives or barriers in the way of LDCs proceeding with that program as the rollout commences.


Mr. Millar this morning touched on an issue that arises out of the rate handbook, and that is that in the rate handbook the smart meter -- incremental smart meter spending is treated as a tier 1 adjustment.  And the rules under the rate handbook indicate that if you make one tier 1 adjustment, then you have to make all of the applicable tier 1 adjustments; you can't pick and choose.

     In my submission, this is an important question for the Board to deal with in the context of smart meters.  A number of utilities have not made any tier 1 adjustments, and they should be given, again, to maximize flexible, the opportunity to make an amendment to their 2006 application for a change in the revenue requirement, without necessarily triggering a requirement to do all the other applicable tier-1 adjustments that might exist for that particular utility.

     Energy Probe this morning raised a question with respect to the revenue requirement approach.  And that was based on a concern that, if you build in an amount into 2006 rates, that utilities might rush off and spend large amounts of money before there's a clear rollout plan in place, and, therefore, some of that money might be wasted.

     In my submission, that concern is unfounded with respect to this particular program.  It is, I think, very, very clear to all distributors that there is a smart-meter program waiting in the wings; it will be rolled out at some point, and I would be very surprised if any utility is going to jump into smart-meter installation in advance of knowing what the program is going to be and what the details of the rollout.

     What we're really talking about, here, is making sure that utilities have the opportunity to have, in their revenue requirement, a revenue stream to finance that program when it does, in fact, start going forward.  And if there was any doubt about the signal that has been sent to utilities, one simply has to have reference to the draft legislation, and the specific provision in that legislation that if/when passed, would say that no spending on smart meters is authorized after, I believe it was, a date in November, already past.  There's a signal there that says, You should know that, if this legislation gets passed, there's a retroactive prohibition on new spending.  

     And so I think LDCs recognize that signal for what it is.  LDCs want the ability to proceed, on a flexible basis, with the smart-meter program.  And they certainly understand the need to wait for the details of that program.

     Those are my submissions on behalf of EDA.

    MR. KAISER:  Thank you, Mr. Moran.

    MR. MORAN:  With respect to Enersource, I'm not going to make any submissions beyond what's already on the record filed by Enersource, except to make one observation, and that is that Enersource has proposed standby charges that distinguish between straight merchant-power generation and load-displacement generation.

     With respect to merchant-power generation, there's an understanding that there's no load behind that, other than the generator's own load.  And for that standby charge, Enersource has proposed to contract for an amount for standby service that would be based on things like black start requirements:  what's the power that's required for black start?

     With respect to load displacement, Enersource's proposal for a standby charge is based on the applicable variable rate for the rate class that a particular customer is a member of.  

     And I will take up your offer for reply submissions, Mr. Chair, on Thursday.

     MR. KAISER:  Now the Airport Authority, which, I guess, is a customer of your client --

     MR. MORAN:  That's right.

     MR. KAISER:  -- has suggested these standby rates be declared interim, until the proper cost and benefit allocation can be made.  Do you oppose that?

     MR. MORAN:  Mr. Chair, I'd prefer to leave that to Thursday, if I could, and --

     MR. KAISER:  Fine.

     MR. MORAN:  -- but I will definitely be addressing that issue, yes.

     MR. KAISER:  Thank you, Mr. Moran.

     Do we have anyone else? 

     All right.  Well, what we propose to do, Mr. Millar, if it's satisfactory with you, is return on Thursday morning at 9:30, and hear reply submissions.

     MR. MILLAR:  Mr. Chair, I’d just like to add one final thing.  I'm sure you know, not all of the people who provided written submissions appeared today.  So I think everyone else here knows, as well, those submissions are all on the record.

     MR. KAISER:  And just on that note, we did have written submissions, by way of example, from the Consumers Council.  Would you make sure that any of the parties that have filed submissions are aware that they have an opportunity to file either written reply submissions or oral reply submissions on Thursday?

     MR. MILLAR:  Yes, I will, Mr. Chair.

     MR. KAISER:  All right.  

     So we'll adjourn until Thursday, 9:30. 

--- Whereupon the hearing adjourned at 12:40 p.m. 
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